Suggestions for Farmers 
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. Slade Kendrick © 


FOREWORD 


This publication is intended to help New York farmers 
make Federal and State income-tax returns on their 1953 
operations. It is not a substitute either for careful read- 
ing of the official instructions or for consultation with 
Federal and State income-tax officials. 

Farmers who study this bulletin carefully in connection 
with the instructions printed on and accompanying the 
income-tax forms should be able to make accurate Fed- 
eral and State income-tax returns. No moral, financial, 
or legal responsibility, however, is assumed by the authors 
for actions based on their interpretations or suggestions. 
Such responsibility must rest with the individual tax- 


payer. 


A publication of the 
New York State College of Agriculture, 
a unit of the State University of New York, 
at Cornell University 


4 
| 


1953 Income-Tax Returns 


Suggestions for Farmers 


By V. B. Hart anp M. SLADE KENDRICK 


The Federal Income Tax 


I you are a citizen or resident of the United States and had a gross in- 
come of $600 or more in 1953, you are required by law to file a Federal 
income-tax return. 


Date Return Is Due 
If at least two-thirds of your gross income is from farming and your 
business year starts January 1, you have two choices. Either: 
1. File your return and pay the tax on or before January 31, 1954; or 
2. File an estimate of your tax and pay this amount by January 15, 1954 
and then file your return and pay any balance due by March 15, 1954. 
If your business year does not start January 1, you may file your return 
and pay the tax within 31 days after the end of your business year; or you 
may file an estimate within 15 days and a return within 214 months after 
the end of your business year. 


Federal Forms Needed by Farmers 


Obtain from the Director of Internal Revenue, or from your local 
Federal income-tax office, bank, or post office, two copies of each of the 
first three following forms. (One copy you file with the Director of In- 
ternal Revenue and the other you should keep for future reference.) 


Form 1040F 
You use form 1040F to summarize your farm receipts and expenses and 
to calculate your net farm profit. 


Schedule D (Form 1040) 
You use Schedule D if you had gains or losses from sales of property 
considered as sales of capital assets; such as sale of equipment, or sales 
AUTHORS’ ACKNOWLEDGMENT. In the preparation of the manuscript of this bulletin, the following 
persons gave many valuable suggestions: G. Stuart Gumaer, Chief, Delinquent Accounts and Returns 
Branch, Internal Revenue Service, Syracuse, New York; Louis W. Cohn, New York State Income Tax 


Examiner, Syracuse, New York; and E. P. Callahan, of the United States Department of Agriculture, 
Washington, D. C. 
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of dairy cattle owned for at least 12 months and held for dairy or breed- 
ing purposes. 


Form 1040 (including one copy of the pamphlet containing official in- 
structions for use of this form) 
You transfer your net farm profit to form 1040 from form 1040F and 
use form 1040 to record other items of income and deductions and to 
calculate the tax. 


Forms 1096 and 1099 

You use forms 1096 and 1099 to report wages paid by you. If you paid 
any worker $600 or more during the year, you need two copies of form 
1096 and also three copies of form 1099 for each worker paid $600 or more. 
These forms for reporting wages must be filed by February 28, 1954. 


Form 1040ES 

You use form 1040ES to file an estimate of your tax. You do not need 
this form if you file your return and pay your tax within 31 days after the 
end of your business year (January 31 if your year ends December 31). 


Splitting Income between Husband and Wife 


The law provides that for Federal income-tax purposes, a husband and 
wife may split their combined total income, provided they file a joint 
return. This means that a farmer and his wife may split the net farm profit 
between them rather than consider all of it as the income of the husband 
alone. 

Splitting the income between husband and wife usually results in a 
lower tax than if all the income is considered as belonging to one olf 
them. If, however, a husband and wife have unusually large deductions 
for medical expenses, it may pay to file separate returns. 

When a joint return is filed, splitting the income is done on form 1040. 
When husband and wife sign a joint return, each assumes full legal 
responsibility for payment of the entire tax. 


Reporting Sales of Draft, Breeding, and Dairy Animals 


Taxpayers are allowed, under certain circumstances, to treat the gains 
and losses from sales of livestock held for draft, breeding, and dairy pur- 
poses as if they were derived from the sale of capital assets. Sales of this 
kind are reported on Schedule D (Form 1040) rather than on form LO040F, 
and, in most cases, only 50 per cent of the gain from such sales is taxable 
income. 


i 

j 

3 


The Revenue Act of 1951 provided, for tax years beginning after Decem- 
ber 31, 1950, that if a sale of a draft, breeding, or dairy animal is to be 
treated as a sale of a capital asset, the following requirements must be met: 


1. The animal must have been owned for 12 months or more. 

2. The animal must have been held for draft, breeding, or dairy pur- 
poses, and not primarily for sale in the ordinary course of the farm 
business. 

These new requirements replaced all previous rulings of the Bureau of 
Internal Revenue concerning treatment of gains and losses from sales of 
livestock as if they were derived from sales of capital assets. 

The Act stated specifically, however, that for tax years beginning after 
December 31, 1950, sales of poultry cannot be treated as having been 
derived from sales of capital assets. This new requirement superseded all 
previous rulings of the Bureau of Internal Revenue concerning treatment 
of sales of poultry as sales of capital assets. 


Example of sales that meet requirements 

During 1953 a dairy farmer sold 6 cows, 2 heifers, and a 3-year-old bull. 
He had raised 4 of the cows for replacements for his dairy herd and 
had purchased the other 2 cows as replacements in 1951. He had raised 
the 2 heifers as replacements but they had failed to breed. The bull had 
been raised by the farmer and he had been using him for breeding 
purposes. 

The sales of all the animals in this example could be treated as sales 
of capital assets because all the animals had been owned for at least 12 
months and all of them had been held for dairy or breeding purposes 
and not primarily for sale in the ordinary course of the farm business. 
The sales of these animals would be reported on Schedule D and would 
not be shown on the farm blank form 1040F. (See illustration on page 13.) 


Examples of sales that do not meet requirements 

A dairy farmer who does not have a good milk market follows the 
practice of raising surplus dairy cattle for sale. In 1953 he “turned off” 
6 two-year-old heifers, all of which had just freshened or were about to 
freshen. Also in the fall of 1952 this farmer purchased 4 cows and sold 
them in the spring of 1953. 

Neither the sale of the 6 heifers nor the sale of the 4 cows in this 
example could be treated as a sale of a capital asset because the heifers 
had been held primarily for sale in the ordinary course of the farm 
business, and the cows had not been owned for at least 12 months. The 
sales of these animals would be reported as ordinary income on form 
1040F and would not be shown on Schedule D. 
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If the farmer were reporting on the cash basis, the sale of the 6 heifers 
would be entered under “Sales of Livestock Raised” on page | of form 
1040F and the sale of the 4 cows under “Profit From Sale of Livestock 
and Other Items Purchased” on the same page. If the farmer were report- 
ing on the accrual basis, the sales of both the heifers and the cows would 
be entered in the appropriate place on page 3 of form 1040F. 

On either the cash or the accrual basis, all of the gain on the sales of 
these animals would be taxable instead of only 50 percent of it as is 
usually the result when sales of livestock are treated as sales of capital 


assets. 


Figuring gains on livestock sales treated as sales of capital assets 

In the first example given, the sales of the 6 cows, the 2 heifers, and the 
bull are treated as sales of capital assets. If the farmer were reporting on 
the cash basis, the gain to be reported on Schedule D on the 4 cows that 
were raised, and on the heifers and bull, which also were raised, would be 
the total sale price; because the cost of raising the animals had presumably 
been deducted in previous years as farm operating expenses. In reporting 
on the cash basis, the gain to be reported on Schedule D on the 2 cows 
purchased would be the difference between what the farmer paid for 
them (less depreciation allowable) and what he got for them. (See illustra- 
tion on page 13.) 

In reporting on the accrual basis, the gain to be reported on Schedule 
D on sales of animals treated as sales of capital assets is ordinarily the 
difference between the inventory value of the animals at the beginning of 
the year and the sale price. If, however, the taxpayer has elected to carry 
the animals in his depreciation schedule rather than in his inventory, 
the gain to be reported is the difference between the cost of the animals, 
or the value at which they were transferred at maturity from the inven- 
tory to the depreciation schedule (less depreciation allowable) and the 
sale price. 

On either the cash or accrual basis, only 50 percent of the gain to be 
reported on Schedule D on the 6 cows, the heifers, and the bull in the 
example given would be taxable unless the farmer had enough losses on 
comparable transactions! to offset entirely the gain on the animals. Also, 
if the gains do not exceed the losses. both the gains and the losses should 
be entered at the bottom of Schedule D in the table headed Property 
Other Than Capital Assets. And in this table 100 percent of both gains 
and losses are included in calculating taxable income. 

If a taxpayer claims that a sale of livestock meets the requirements for 
treatment as the sale of a capital asset, he should include an explanatory 


IThose covered by Section 117(j) of the Internal Revenue Code and described on the back of 
Schedule D. 
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statement in his return to support his claim. For example, the farmer who 
sold the 6 cows, the heifers, and the bull should put the following state- 
ment on Schedule D, “Owned for at least 12 months and held for dairy 
or breeding purposes.” (See illustration on page 13.) 


Retroactive Features of Revenue Act of 1951 Regarding Sales of Livestock 


Except that for tax years prior to 1951 the animals must have been 
owned for “longer than 6 months” instead of “12 months or longer,” the 
above method of reporting sales of draft, breeding, and dairy animals is 
applicable with respect to all “open” taxable years beginning after 
December 31, 1941. “Open” years include: 

1. All returns for the taxable years 1950 (until March 15, 1954), 1951, 

and 1952. 

. Any year with respect to which a consent agreement (on form 872 
in still in force. 

. Any year with respect to which any additional tax has been paid 
within the past two years, provided the taxpayer files a claim for 
retund (form 843) within two years from the date of payment. 

The above means that a farmer who reported as ordinary income in any 
“open” year the gain from sale of animals, that would under the Revenue 
Act of 1951 be considered as the sale of a capital asset, may either make an 
amended return or file a claim (form 843) for refund. 


Example of a Farmer’s Federal Income-Tax Return 


A farmer, Robert E. Miller, who is 48 years old operates a dairy and 
general farm. He bought the farm in January 1943. He is married and 
has a 10-year-old son in grade school, a 16-year-old daughter in high 
school, and a 19-year-old son in college. He is also the sole support of his 
mother who received no other income. ‘The son received $300 wages from 
his father for working on the farm during the summer and had $250 of 
other income. 

All of Mr. Miller's income was from the farm business, except for $55 
received as interest On investments in cooperative associations. He kept 
his financial records in a Farm Cash Account Book and a Farm Inven- 
tory for Five Years. During the year he contributed $40 to the Community 
Chest, $150 to the church, $25 to a high-school scholarship fund, paid a 
State personal-income tax of $120, paid $70 real-estate taxes on dwelling 
house, and paid $15 for personal share of automobile licenses. He paid 
no other personal taxes, paid no interest on non-business debts, and had 
$75 of medical expenses. 


= 
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ysiieeremeeree SCHEDULE OF FARM INCOME AND EXPENSES 
a For Calendar Year 1953 


Attach This form You | Or taxable beginning... 

Tor form 

1060 and File the Name Robert E. and Elizabeth A Miller. 

District Diverter internat | Address Eli licrest. New Yori. 

ter Your Otetrict. | Location of farm or farms | mils, 993 north of 
Number of acres in cach farm 


FARM WCOME FOR TAXABLE PERIOD COMPUTED OF CASH RECEIPTS AND BASIS 


Mdse. rec'd for produce 

Machine work 

Hire of teams 

Breeding fees 

Rent rec'd in crop shares 

Work off farm 

Wood aad lumber 

Other forest products 

Agricultural program 
Payments 

“] Patronage dividends, re- 
bates or refunds, if 
got reported elsewhere 
in recurn 

Other (specify): 


| 


Cows. 


amenths — Sol ald... 
Noy. 16, 83)... 


Torat (enter on line 4 of summary below) is 


1. Sale of tenet rained 6. Expenses (from page 2) 
2. Sale of produce raised , 7. Depreciation (from page 2) RR, BSS. 
3. Other farm income |..SD.OM). |) 8. Other deductions (specify) 
4. Profit oo sale of livestock and other 
items purchased 


10. Net farm profit (or loss) (line § minus line 9) to be reported in Schedule C Summary, Form 1040 


if 
: Calves. | sugar bees 
(specify): Wool aad mo- 
257 
8 


FARM EXPENSES FOR TAXABLE YEAR (See Instructions) 


| 2 Amecat 


Labor hired Greivdes Rent of farm, part of farm, or pasturage..'$ 
Feed purchased withheld | Freight, yardage, express, and trucking | 
Seed and plants purchased BG | Automobile upkeep (farm share) | 
Machine hire Security) | | Amortization of grain storage facilities (at- | 
Supplies purchased meee | tach statement) 
Cost of repairs and maintenance za | Other farm fe” sae 
Breeding fees | Dair 
Fertilizers and lime ee bought 
Veterinary and medicine for livestock Te actor. expense 
Gasoline, other fuel and oil for farm busi- | Dairy expenses 

ness Cx PENSES 
Storage and warchousing. . ; | achinery n 
Taxes OF. farm estate Buildin pairs 

ial Se = y tax on 


Miscellaneous 


Insurance on property (except your dwell- 
ing) 


Water rent, electricity, and telephone Farm. Cash Accaumt Boo 


EN 


by 
NOON 


Interest on farm notes and mortgages Above, expenses taken, 


Torat or Cocuwns 2 ann 4 (enter on line 6 of summary on page 1 (cash basis) or line 7, page 3 
$/0,968 


(accrual basts)) 


tee 


| 


| 


£388 $ Z 


a8 


00 
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In 
SHO 


He 
Bee 


Ceo! 

| 


(2) 
* Bull 00 
_* Purchased Jan. 


Above values taken. record in... 
"Farm for. Five 


| 


i 


NOTE. TO) READER: 
This. farmer had more than_i? 
cows. but Cauld claim depreciation. 
en.only. those he had. purchased. 


Tora (enter on line 7 of summary on page 1 (cash basis) or lise 8, page 3 (accrual basis )) 3 5h 


| 

3/8 

DEPRECIATION 

r rm # 020 120 

30 

SOO 

| | | 
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U.S. INDIVIDUAL INCOME TAX RETURN 


CALENDAR YEAR 1953 


1953 


Social Security No 


Hillcrest 


9. of pom off 


Home D, 2 


ASC PRINT Street and mumbes or nasal 


Seral 
Robert E.and Eligabeth A Miller |™ 
PRINT of by ase fret names of bor 
(Cashier's Seamp) 


New. York 


= 


Arve All Omiginal Fora: = 


rl. List your name 


If your wifs (Cor hushard) 


had no income, or if this ts a joint eceurn, 
list also her (or his) name 
aRohert E. Mille 
Miller 


C. List names of your “chikdren( 
ing stepchildren and Jege//y 
children) with 1953 gross incomes of 
less than $600 who received yond 


than one-half of their support from 
you in 1953. 


D. Enter oumber of exemptions claimed for other close relatives listed in Schedule on page 
E. Eater total number of exemptions claimed io A to D above . 
2 — your cotal wages, salaries, bonuses, commissions, and | other compensation received in 1953, before pey- 


clasmung 


See lostructions 


65 of over Blind | Number of her (or his 


Os 

Check below W st the ond of 

yout ots 


65 of over Blind | Number of cxempuons for yuu 


Miller. 


dana Miller. 


Emer of children ‘listed 3. 


see loscractions. 


ve details op page 2 and enter the total here 


4 


« 


(Unmarried of le elt rated persons qualifying ander Schedule J as “Head of Household,” * check here [).) 
income w Tolan che table on page 4 anise yun dations. The cable allows 


aceed 10 


10 percent your income fur chantable contributions, interest, taxes, medical expenses, etc. Lf your 


t, it will usaally be to your advantage to itemize them and compute your tax on page >. 
on te tax on page 3. standard dedaction or itemize deductions, which 


is to your advantage. 


a (A) Enter your tax from table on page 4, or from line 13, page 3 4 O73) = 

(B) Enter your self-employment tax from line 35, separate Schedule C. 

6. How much have you paid on your 1953 income tax? —— $s L, O73, 
By tax withheld(in item 2, above). Attach Original Porms W-2 | -- 
By payments on 1953 Declaration of Estimated Tax (include 


any Overpayment on your 1952 tax not claimed as a refund) 


Enter amount of icem 8 you wan: $..... 


balance must be paid io with recarn 


{Credard 1954 emumated tas) Rofueded 


Do you owe any prior year Federal tax for which you have been billed? (Yes or No) No b your wife (or husbaad) 


making a separate return for 1953? (Yes or No) 


Q if"yes, her (or his) 


If you have filed a return for a prior year, state latest year 19 .. Where filed? 
To which District Director's office did you pay amount claimed in item 6 (B), above? 


declare under the 


been examined by me and t 


of “other than tha rum) 


(Name of fren or emplover, any! 


(Dae) 


oly one bas iccome. BOTH MUST SIGN. 


tens ber vice FOR 
. 
| 
Farmer 
po and B — 
65 nor writs the figure 
65 blind write the figure 2 
$5 and blind write the figure 3 7 
> 
- 
| 
= 
Tax 
due or 
refund 
~~ penalties of perjury that chis return (including any accompanying schedules and statements) bas 
0 the bes: of my 
‘ 


weTERtsy 
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Summary PROFIT (OR LOSS) FROM BUSINESS OR PROFESSION, FARMING, AND PARTHERSHIP 
1. Business profit (or loss) from separate Schedule C, line 23 iscsi , 
2. Farm profit (or loss) from separate schedule, Form 104UF ‘ E.m37— 
3 ee etc., profit (or loss) trom Form 1065, Schcdule K, Columo 3 


4 

5. Less: Net operating loss deduction (attach statemcat) 

6. Net profit (or loss) (line 4 less line 5) re 

Schedule GAIN OR LOSS FROM SALES OR EXCHANGES OF CAPITAL ASSETS, ETC. 
1. From sale or exchange of capital assets (from separate Schedule D) 
2. From sale or exchange of property other than capital assets (from separate Schedule D) 
.—INCOME FROM ANNUITICS OR PENSIONS 

1. Cost of annuity (amount you paid) is 4 Amount received thisvear  |$.. 

2. Cost received tax-free in past years Excess of line 4overiine 

3. Remainder of cost (line 1 less 6. Enter line or 3} percent ot line 1, which- 
lime 2) ever is greater (bur moe more than line 4) 


1. Totals $ 
2._Net prohe (or loss) (column 2 less sum of columns 3, 4. and 5) 
1. Estate of trust 
Addi 
2 Other sources (state mature) 
Total income (or toss) from above sources (Enter here and as stcm 3, page 1) 
H.—EXPL 


2 


Helen A. Miller. Mother." 


Enter here and as item 1D. page 1, the number of ocher close relatives ‘clsimed above 


Schedule J —HEAD OF HOUSEHOLD ( See Instructions) 
(Not applicable where ete of busbaod died during tanable year) 

If all of the are answered “Yes, you may deter- List name(s) and relatioaship to you .... 

mine your tax as Head of a Household 
1. Were you womarried (or legally separared) at the close of your Did vou furnish more thao one-balf of the cost of maintaining the 

taxable year? (Yes or No) household during the taxable vear? (Yes of No) 

Was your home cupred the envire tanable year as the prin- you did aor furnish the entire cost, state total amouor furoished 

cipal residence of both yourself and («) a person for whom you are by you $ . by all others (including those shar- 

eoutled co an exemption, or (6) your unmarried child, grandchild, ing your home) $ Deductions 00 page ¥ 
or stepchild, even though oor a dey (Yes or No) .........~ are to be wubout reference to this xhedule. 


4 
Schedule A.— INCOME FROM Page 2 
‘ 
| 
| EXEMPTIONS FOR CLOSE RELATIVES OTHER THAN WIFE AND CHILDWEM—< Ses inctrections) ofther 


STEMIZED DEDUCTIONS OR PERSONS HOT USING TAX TABLE Of PAGE 4 OR STANDARD DEDUCTION ON LINE 2 BELOW — 


Tre 


Page) 


| 


Contributions 


| 
| 


Total Interest 


Total ‘Taxes 


Husband and Wile (Not Lepally Separated) File Separate Recurns and One lremues Deductions, the Orher Mus 


Total Contributions (not more than 20 percent of wtem 4, page |) 
is 


$ 


(if ower 65 


[/aserections)) Nee Expenses (not compensated by sasurance of otherwise) 
Enter 5 percent of stem 4, page 1; subtract from Net Expenses 


(See 


Total Deductions 


Allowable Medical and Deotal Expenses. See Instructions for limitation 


Ins trnctions ) Total Miscellaneous Deductions 


TAR COMPUTATION POR CALEMBAR VEAR 1963 One 8/1) 
Emer amount shown in nem 4, page 1. This 1s your Adjusted Gross Income 


~ 


others enter 10 percent of line 1, but not more thao $1,000 


Subtract line 2 from line 1. Enter the difference here. This is your Net lacome 


3 
Muluply $600 by cotal oumber of exemptions claimed 10 em IE, page 


5 Subtrace line 4 from line 3. Eocer difference here. (If line 1 includes partially cax-<xempt 


interest, see Instructions) 


6 Entee 22.2 percent of amount shown on line 5 and disregard lines 7, 8, and 9 or 


5 mere ae 12 000 
‘7. Amd you ore single person, married Ging heed of 


Single persons and married persons hling separately use Tax Rate Schedule I on page 12 of 
be 5, heads of household use Tax Rate Schedule Il 


Instructions to figure tax on amount oa 


Uf deductions are swemized above, enter cotal of such deductions. If deductions are not itemized 
and line 1, above, 11 55 000 of mare: (a) married persons bling separately enter $500, (4) al! 


Eater total here 


And you we Ming 
(4) Enter one-half of amount on line 
(6) Use Tax Rate Schedule | on page 12 of Instructions to > igure « tax 


— 
5 3b. 50 


oo amount on line 8 (4) 
(€) Multiply amount on line 8 (6) by 2 


“9 It alternative tax computation 1s made, enter here tax from separate S Schedule D_ 
ued deduchoms | 


times 10. 11, and 12, and copy on |) the same figure you entered on 6). 9, unless yee 


10. Enter here any income tax payments to a foreign country ot U.S. possession 
(attach Form 1116) 


11. Fover here any income tax paid at source oo tax-free covenant bond interest 
12 Add the figures oo lines 10 and 11 and enter the coral here 


13. Subtract line 12 from line 6.7. 8 (c), of 9 Enter difference here and as stem 5 (A), page | 


| 
| 
| | 
| | 
: Losses from | 
fre, storm, or | 
other casual. | 
ty, oF theft Total Allowable Losses (aot compensated by insurance or otherwise ) oh 
Medical 
Miscet eases 7 
L752 
| 
| 
4.073 
| 
2 
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Fer Your 1953 or taxable yor 19S, and ending 


Name and address Robert and. Eligabeth A.Miller,. Hillcrest. N.. 


(1) CAPITAL ASSETS 


2 ate 2. Cate ‘ose 


2. Enter your share of net short-term gain or loss from partnerships and common trust funds 

3. Enter unused capital loss carry-over from 5 preceding taxable years (attach statement) .. 

_4. Enter sum of short-term gains or losses or difference between short-term gains and losses shown above. . 
LONG-TERM CAPITAL GAINS AND LOSSES_ASSETS WELD 


_7. Eater sum of long-term gains or losses or difference between long-term gains and losses shown above 
Qumed tor at least 12 months end held for 


9. Enter net long-term gain or loss from line ?. 

Use lines 10 through 13 only if gains exceed losses in lines 8 and 9. 

10. Eater short-term gain (line 8, col. a) reduced by any long-term loss (line 9, col. b) 

11. Enter long-term gain (line 9, col. a) reduced by any short-term loss (line 8, col. b). 

12. Enter 50 percent of line 11 

13. Enter here and on line 1, Schedule D, page 2, Form 1010, the sum of lines 10 and 12 

Use lines 14 and 15 oaly if losses exceed gains ia lines 8 and 9. 

14. Enter the excess of losses over gains on lines 8 and 9 

15. Enter here and on line 1, Schedule D, page 2, Form 1040, the smallest of the following: 
(a) the amount on line 14; (b) net income computed without regard to capital gains 
and losses, or (c) $1,000 


COMPUTATION OF ALTERNATIVE La FOR CALENDAR YEAR 
Use only you hed wot long torm coptal gale of ast long-term gate owes cap 2. Form 10, 


. Enter from page 3, Form 1040, the iacome from line Sif separate returo or line B(a)if point recuro 
. Enter amount from line 12, joint return... 
. Balance (line 16 less line 17) 
. Enter tax on amount on line 18 (use appropriate Tax Rave Schedule i) Form 1040 ) leserections) . 
. If joint return, multiply amount on line 19 by two 
. Enter $2 percent of line 17.. 
. If joint return, multiply amount on line 2 by two 
. Alternative tax (line 19 plus line 21 if separate retura; line 20 plus line n if joiac return) 
. Enter tax from page 3, Form 1040 (either line 7, of line 8 (c), whichever is applicable) 
. Tax liability (line 23 or 24, whichever is smaller). Enter here and also on line 9, page 3, Form 1040 


(2) PROPERTY OTHER Th ™an CAPITAL ASSETS 


| 


2. Enter here the sum m of gains or losses of difference between gains and losses shown above. Also 
enter on line 2, Schedule D, page 2, Form 1040 $ 


Lowe 
_ SHORT-TERM CAPITAL GAINS AND LOSSES—ASSETS HELD NOT MORE THAN 6 MONTHS ais 
$ 
$ 
SSS 
| $088) 
| 
i$ 
16 $ ones 
17 
18 
19 
20) 
21 
22 
23 
f 24 
oe 
13 


A reproduction of page 1 of Federal form 1040F, as it would be filled 
in by Mr. Miller if he were making his return on the cash basis, is shown 
on page 8. If he were making his return on the accrual basis, he would 
fill in page 3 of form 1040F instead of page 1. (No reproduction of page 
3 of form 1040F is shown in this bulletin.) 

A reproduction of page 2 of 1040F, Farm Expenses for Taxable Year 
and Depreciation, as this farmer would fill in his expenses if he were 
making his return on either the cash or accrual basis, since he paid cash 
for all his farm expenses, is shown on page 9. The depreciation schedule 
on this page is filled in as Mr. Miller would do if reporting on the cash 
basis. Ordinarily, the only difference in the way the depreciation schedule 
would be made out if he were making his return on the accrual basis 
would be that the cows and the bull would be omitted, because on the 
accrual basis depreciation on livestock would be automatically cared for 
in the inventory an page 3 of form 1040F. 


Calculation of the Federal Income Tax 


The calculation of Mr. Miller's Federal income tax is shown on pages 
10, 11, 12, and 13 in the reproductions of the first, second, and third pages 
of Federal form 1040 and of Schedule D, which is a separate sheet used 
to report gains and losses from sales of capital assets. 

‘The net farm profit of $8,237, as calculated on the cash basis, has been 
transferred from page | of form 1040F to Schedule C on page 2 of form 
1040. 

The $53 of income the farmer received as interest on investments has 
been entered in Schedule B on page 2 of form 1040. 

The gains from the sales of the 6 cows, the 2 heifers, and the bull, treated 
as sales of capital assets are calculated on Schedule D. They amount to 
$2,200. (See illustration on page 13.) 

This farmer sold an old tractor in 1953 for $400. He had purchased the 
tractor in 1947 for $1,600 and taken $960 depreciation on it, bringing 
the book value of the tractor down to $640. The difference between the 
book value of $640 and the selling price of $400, or $240, is a long-term 
capital loss and is entered as such on Schedule D. 

Subtracting the $240 loss on the tractor from the $2,220 gain on the 
cattle gives a net capital gain of $1,980. Of this amount, 50 percent, or 
$990, is taxable income and is entered as such under Schedule D, line 1, 
page 2 of form 1040. (See illustration on page 11.) 

The net profit of $8,237 from the farm business, the $53 received as 
interest, and the $990 of taxable gain from the sale of capital assets are 
then added and the total of $9,280 entered as item 3 on page | of form 
1040. Because this farmer had no income to be reported in item 2, the 
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$9,280 is his total income for Federal income-tax purposes and is entered 
again as item 4. (See illustration on page 10.) 


Figuring the Tax 

Because of the size of Mr. Miller’s income and because he had not paid 
any unusually large medical expenses, it would be to the advantage of 
Mr. and Mrs. Miller to file a joint return and to split the income. 

If the Millers’ total income for tax purposes had been less than $5,000, 
they would have been permitted to use the tax table prepared by law 
and shown on the back of form 1040, had they so desired. This table 
automatically allows about 10 percent of the total income for charitable 
contributions, interest on non-business indebtedness, personal taxes, casu- 
alty losses, medical expenses, and miscellaneous deductions, and shows 
the amount of the tax due without any further computations. If the tax- 
payer's income is less than $5,000 and his expenditures and deductions for 
these items are more than 10 percent of his income, it will usually pay 
him to itemize them and to compute the tax on page 3 of form 1040 
rather than to use the tax table. 

If the taxpayer’s income is $5,000 or more, he is not permitted to use 
the tax table but must compute his tax on page 3 of form 1040. But even 
if his income is $5,000 or more, he may, if single, or married and filing a 
joint return, either take a standard deduction of 10 percent of his income 
or $1,000, whichever is the lesser; or he may itemize his deductions, which- 
ever is to his advantage. 

Because the Millers’ taxable income was more than $5,000, they were 
obliged to calculate their tax by filling in the schedule headed Tax Com- 
putation For Calendar Year 1953, which appears at the bottom of page 
3 of form 1040. Also, because their expenses for charitable contributions, 
personal taxes, and the like did not amount to either 10 percent of their 
income or $1,000, it would be to their advantage to take the standard 10 
percent deduction rather than to itemize their deductions. Page 3 of form 
1040 is, therefore, filled in as it would be done to calculate the Millers’ 
tax without using the tax table and without itemizing their deductions. 


Questions and Answers on Federal Income Tax 


1. What options do farmers have with respect to methods of making out 
their Federal income-tax returns? 


Farmers may make their returns either on the cash or accrual basis, but 
whichever method is adopted in filing their first return must be followed 
until the consent of the Director is received to compute the income 
upon a new basis. 
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2. What is meant by a return on a cash basis? 


A return on a cash basis includes all cash income received and all 
allowable expenses paid during the year, regardless of the time the income 
was earned or the expenses were incurred. 

On a cash basis, gross income includes all cash received during the 
taxable year from sales of farm products whether produced in that or 
an earlier year, but does not include products sold on credit or changes 
in the inventory value of livestock and farm produce on the farm. The 
allowable business expenses include all expenses paid in cash during the 
year, for that year or any other year, but do not include expenses incurred 
and not paid. 

If a return is made on a cash basis, the tables on pages | and 2 of form 
1040F are filled in; if the return is made on an accrual basis, the tables 
on pages 2 and 8 are filled in. 


3. What is meant by a return on an accrual basis? 


A return on an accrual basis includes all income earned and all allow- 
able expenses incurred for the taxable year, regardless of whether the 
income or the expenses were cash or credit. 

On an accrual basis, gross income includes all income received or earned 
during the taxable year, from that year’s business only. It includes cash 
sales, increases in the inventory value of livestock, supplies, and produce, 
plus any other income earned but not received. The allowable business 
expenses include all expenses for that year’s business only, regardless of 
whether these expenses were paid, or incurred and unpaid. 


4. Which method of reporting should a farmer use? 


If a farmer has a relatively constant cash income from year to year, he 
will probably find the cash basis the more satisfactory. Growers of 
crops that may be stored and sold in the next tax year may find the accrual 
basis desirable, to prevent the possibility of having to pay a tax on two 
years’ crops in one year. 

Livestock farmers who raise their own dairy and breeding replacements 
usually find the cash basis desirable because of the provisions of the 
Revenue Act of 1951 dealing with the sale of capital assets. 


5. What farm record books are available that will be of use in making 
income-tax returns? 


The Farm Cash Account Book and the Farm Inventory for Five Years, 


published by the New York State College of Agriculture, are available 
at cost to New York farmers from the Department of Extension Teach- 
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ing and Information at the New York State College of Agriculture, Ithaca, 
New York, or from the ofhices of county agricultural agents. 


Steps in Making the Federal Return 
6. How should a farmer go about making the Federal return? 

Study the rest of this bulletin. Read carefully all instructions on forms 
1040 and 1040F, especially those on page 4 of 1040F concerning Expenses 
and Other Deductions. 

Fill in one set of forms 1040 and 1040F in pencil so that erasures can 
easily be made. 

Also fill in one copy of Schedule D if you had sales that may be treated 
as sales of capital assets. 

Check the figures and answers to all questions. 

Make ink copies of all forms for the Director of Internal Revenue. 

Keep the pencil copies of all forms. This is important. If the accuracy 
of your return is questioned by the Internal Revenue officials, you will 
need to know exactly what you put down in the copy which you filed. 
The pencil copy will be needed also in preparing your next Federal return, 
and will be useful in completing your State return. 


Calculating the Farm Income on the Cash Basis 


7. What items are included as farm income on form 1040F when report- 
ing on the cash basis? 


Farm income for tax purposes on the cash basis is the sum of the follow- 

ing four groups of items: 

Sale of Livestock Raised (table 1, page 1, form 1040F). Includes all 
cash sales of livestock that have been raised, except sales of dairy, 
breeding, and work stock treated as sales of capital assets. 

Sales of Produce Raised (table 2, page 1, form 1040F). Includes all 
crops and livestock products produced and sold for cash during the 
year. 

Other Farm Income (table 3, page 1, form 1040F). Includes all miscel- 
laneous cash receipts trom such items as machine work, breeding 
fees, and the like. 

Profit from Sale of Livestock and Other Items Purchased (table 4, 
page 1, form 1040F). Includes all profits from the sales of livestock 
and other items purchased during the current year or in previous 
years and that were sold for cash during the tax year, except sales 
treated as sales of capital assets. 
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Calculating the Farm Income on the Accrual Basis 


8. How does this procedure differ from making the return on the cash 
basis? 


The gross income on the accrual basis includes all income received or 
earned during the taxable year from that year’s business only. This 
income includes sales of farm products, for either cash or credit; income 
earned but not received; and increases in the inventory value of live- 
stock, supplies, and other farm products. 

The allowable business expenses include all expenses incurred during 
the taxable year for that year’s business only, regardless of whether these 
expenses were paid in cash or incurred and unpaid. 

As previously stated, when the return is made on the accrual basis, 
the tables on pages 2 and 3 of form 1040F are filled in but those on page 
| are not. 


Farm Expenses 


(For reporting on either cash or accrual basis) 


9. What farm expenses are allowable (page 2, form 1040F) as deduc- 
tions in arriving at the net farm profit? 


In general, all expenses necessary to the operation of the farm as a 
business enterprise, except those for capital investments, are allowable 
as deductions in arriving at the net farm profit. These expenses, which 
are entered on the upper half of page 2 of form 1040F, and are discussed 
on page 4 of that form, include such items as hired labor, feed, fertilizer, 
seed, gas and oil used in the farm business, taxes and insurance paid on 
farm property (but not on farmer's dwelling), interest paid on mortgages 
and notes arising out of the farm business, cash rent paid, and milk haul 
ing. A list of the more common deductible farm expenses is given at the 
end of this bulletin. 

Repairs are periodically recurring expenses and are to be distinguished 
from capital investments such as a new building or a new tractor. Major 
repairs on a building or on a piece of equipment that materially lengthen 
its life or change its use are capital investments rather than repairs. Thus 
a new tire for a tractor might be considered a repair and its cost charged 
off as an annual operating expense. The purchase of a new tractor, how- 
ever, is a capital investment and its cost cannot be deducted in a single 
year but may be recovered over a period of years by claiming depreciation 
on it. 

In a similar way the cost of repairing the roof or floor of a dairy barn 
might be charged off as an operating expense in the year the repair is 
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made. But the cost of a new dairy barn or the cost of converting an old 
horse barn into a dairy barn is a capital investment, and its cost must be 
recovered over a period of years by charging off annual depreciation on it, 


10. Must farm expenses be classified according to the headings on page 
2 of form 1040F? 


No. These headings are merely suggestions. Any other equally descrip- 
tive classification or grouping may be used. For example, if a farmer has 
been keeping a New York Farm Cash Account Book, he may use the 
classification found in that book. (See example on page 9.) 


11. Is the farm home regarded as part of the farm business? 


No. Expenses for the farm home, such as fuel, and insurance on the 
farmer's dwelling and contents, and expenses for groceries, clothing, and 
the like, are not deductible. 


12. Is the value of a farmer’s own labor or that of his wife or dependent 
minor children a deductible expense? 

The value of the work of the operator and wife is not allowed as an 
expense. 

Reasonable wages paid by a father to a minor child for work actually 
performed as a bona-fide employee in the farm business may be deducted 
as an expense. Such wages are included in the child’s income and may 
result in the child having a taxable income of his own. (See question 28.) 

The value of meals and lodging furnished by a father to his minor 
child is not deductible as wages paid and need not be reported as income 
by the child. Also, if the father takes the child’s earnings or requires the 


child to pay for his own clothes or other necessities, the deduction of 
wages paid the child will be disallowed to that extent. 


13. May wages paid to hired labor and the value of board furnished 
hired labor be deducted as farm expenses? 


Amounts paid for regular farm labor, piece work, contract labor, and 
other forms of hired labor are deductible. 

The part of the board for hired labor which is purchased is a deductible 
farm expense, but the value of products raised on the farm and used in 
the board of hired labor is not a deductible expense. 

Amounts paid to persons engaged in household work are not deductible 
except to the extent that the services of such persons are used in boarding 
and otherwise caring for hired farm laborers. 


14. Is the cost of operating an automobile a deductible expense? 
Only the part that is chargeable to the farm business. 
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15. On what things can a farmer deduct depreciation? 


An allowance for depreciation of farm buildings, of improvements, 
such as fences and tile drains, and water systems, of machinery or other 
farm equipment of a permanent nature, and of commercial orchards and 
vineyards is deductible. Whether the return is made on the cash or accrual 
basis, depreciation on items of this nature is entered in the depreciation 
table on page 2 of form 1040F. 

On the cash basis, depreciation may also be taken, in the depreciation 
table on page 2 of form 1040F, on animals kept for dairy, breeding, or 
work purposes if such animals were purchased, but not if raised. On the 
accrual basis, depreciation may be taken on such animals, whether raised 
or purchased, if not included in the inventory on page 3 of form 1040F. 

There is no set rate of depreciation on farm property. The rate of 
depreciation is based on the estimated useful life on the farm of the tax- 
payer of the asset to be depreciated. For example, if the estimated life of 
a machine is 10 years, then the annual depreciation on it would be one- 
tenth of its cost (less estimated salvage value) or 10 percent. 

Depreciation on the farmer's dwelling or on household equipment is 
not a deductible expense. Depreciation on a tenant house, however, is 
deductible. 

When an old machine is traded in for a new one, the cost of the new 
machine, for depreciation purposes, is the depreciated cost or “book 
value” of the old machine plus the cash difference on the deal. For 
example, suppose a farmer has a tractor that he has written down to $500 
on his income-tax returns. And suppose the dealer gives him a new tractor, 
with a price tag of $2,200 on it, for his old tractor and $1,400. The cost 
of the new tractor on which he would start charging off depreciation is 
$500 plus $1,400, or $1,900. 


16. How should depreciation on farm buildings, water systems, fences, 
tile drains, machinery and equipment, orchards, and so forth be 


reported? 


Every farmer should have a permanent and continuous record of the 
individual items of property for which depreciation is claimed. This is 
necessary because the amount of space provided on page 2 of form 1040F 
for claiming depreciation may make it necessary to group some items to- 
gether. The taxpayer should always be in position, however, to show a 
record of the individual items that make up any group. 

A satisfactory and convenient way to provide a permanent and con- 
tinuous record of the individual items for which depreciation is claimed 
is to use the Farm Inventory for Five Years referred to in the answer to 
question 5 of this bulletin. 
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Depreciation cannot be claimed on land or the farm home but can be 
claimed on certain farm improvements. When making out a return for the 
first time, therefore, it is necessary to divide the total value of the farm 
between land, the dwelling house, tenant houses, barns and other farm 
buildings, water systems, fences, tile drains, and orchards and vineyards 
(value of trees and vines only). 


17. How do you set a value on the total farm for the purpose of appor- 
tioning it to land and farm improvements? 


If the farm was acquired after March 1, 1913 (the date the income-tax 
law first became effective), use cost if purchased and market value if 
inherited. 

If the farm was acquired before March 1, 1913, use the market value of 
the farm on that date, or the original cost less depreciation on buildings 
and improvements from date acquired to March I, 1913. 


18. How do you record depreciation on farm buildings, machinery and 
tools; and improvements such as water systems, tile drains, and 
orchards and vineyards? 


When reporting on either the cash or the accrual basis, proceed to 
make entries in the depreciation table on page 2 of form 1040F as follows: 
First list individually or by groups the different items, such as barns, 
fences, tile drains, water systems, machinery, and orchards, in col- 
umn | of the depreciation schedule. (See illustration on page 9.) 

Enter in column 2 the dates the different pieces of farm property were 
acquired. Use an average date, or the word “various,” for items that 
are grouped together, such as “all other equipment.” 

Enter in column 3 the original cost or original value of all items listed. 

Enter in column 6 estimates of the length of life of the various items. 
‘These estimates are used to figure the annual rate of depreciation 
that may be claimed. For example, if a tractor cost $2,250 in January 
1951 and it is estimated that its length of life is 10 years, then one- 
tenth of $2,250, or $225, may be claimed as yearly depreciation on the 
tractor. Likewise if a barn were valued at $6,000 and it is estimated 
that it would last 40 years, then one-fortieth, or 214 percent cf $6,000, 
or $150 could be claimed as annual depreciation. 

Enter in column 8 depreciation allowable this year, which is the cost 
of the various items (column $3) divided by the estimated years of 
life (column 6). 

Enter in column 7 the estimated life remaining at the beginning of 
the 1953 tax year, which, for the tractor bought in January 1951 and 
referred to above, would be 8 years. 
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Next, using the depreciation rates as explained, enter in column 4 
the depreciation on the various items up to the beginning of the 
1953 tax year. For example, the tractor referred to above, and shown 
in the illustration on page 9, had been bought in 1951 for $2,250 
and its life was estimated at 10 years. There would have been 2 years 
of depreciation, or $450, written off on the tractor by the beginning 
of the 1953 tax year. 

Enter in column 5 the remaining cost or other basis to be recovered, 
which is the value of the property at the beginning of the 1951 tax 
year. This figure is simply the difference between the original cost 
of the property (column 3) and the depreciation allowed in prior 
years (column 4). For the tractor referred to that was purchased in 
January 1951 for $2,250, this figure would be $1,800. 

For the benefit of persons who have filed returns in previous years, 

items in column |, 2, 3, and 6 in the depreciation table should be 

the same each year, except for the addition of new items or for the 
omission of items that have been disposed of or completely depre- 
ciated. 


19. How is depreciation on orchards and vineyards treated? 

Depreciation on commercial orchards and vineyards (investment in 
trees or vines aside from the value of bare land) is allowed if on a reason- 
able basis. But if an orchard or vineyard has been grown by the present 
owner and the costs deducted on previous income-tax returns as annual 
operating expenses, then depreciation cannot be justified because the 
costs have already been charged off once. 

There are no nation-wide or even state-wide “official” rates for calcu- 
lating orchard or vineyard depreciation. The taxpayer should use his best 
judgment in estimating the probable length of the productive life of his 


orchard or vineyard. ‘ 


20. How should costs of improving layi-nd developing new orchards 
and vineyards be treated? 


Amounts spent in improving land and in setting out new orchards and 
vineyards must, in general, be treated as capital investments rather than 
as current operating expenses. Also, not all capital investments of this 
kind are subject to an allowance for depreciation. 

Depreciation may not be taken on such costs of clearing or improving 
land or of constructing earthen improvements such as those for terracing 
and leveling, earthen dams for farm ponds, earthen ditches, and brush 
and stump removal. 

Depreciation may be taken on costs incurred in installing other than 
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earthen improvements, such as masonry dams and spillways, concrete 
culverts, tile drains, and fruit trees and vines. 

The taxpayer may treat as either capital investments subject to depre- 
ciation or as Current operating expenses such expenditures during the 
development period of orchards and vineyards as those for cultivating, 
spraying, and taxes; and most farmers find it more convenient to treat 
such expenditures as current operating expenses. 


21. Should income from non-farm sources, such as dividends, or interest 
on a savings deposit, be reported? 
Yes, but not on the farm blank. This income should be included in the 
appropriate place on form 1040. 


22. Should the value of farm products consumed in the household be 
reported as income? 


No. Nor is the cost of producing them a deductible expense. 


23. If a cow dies during the year, may the amount of this loss be de- 
ducted? 

A farmer reporting on the cash basis may not deduct such a loss if he 
raised the cow. If he purchased the cow, he may deduct the price paid, 
less depreciation and any insurance received. If the cow died from old age 
or sickness, the loss should be entered in the depreciation schedule on 
page 2 of form 1040F or under Other Deductions, item 8, of the summary 
on form LO40F, accompanied by suitable explanation. If the cow was killed 
by a destructive force, such as lightning or an automobile, or by order 
of governmental authorities, the loss should be reported on Schedule D 
taking into consideration any offsetting reimbursement received. 

A farmer reporting on the accrual basis would normally not deduct the 
loss in the depreciation schedule, for such a loss would be offset by a 
reduction in the inventory at the close of the year. But any insurance 
or other compensation received for the loss should be reported on form 
10140F as “other farm income.” 


24. If a growing crop is lost as a result of frost, storm, insect, or other 
damage, may a loss be claimed? 
No. 


25. If an insurance company pays a farmer for a hail loss on a fruit 
crop, must he include this sum in his income? 


Yes. Such compensation should be reported on form 1040F as “other 
farm income.” 
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Calculating the Federal Income Tax 
26. What is the personal exemption for the Federal income tax? 

$600 for the taxpayer. 

$600 for the wife of the taxpayer when a single return is filed and the 
wife has no income. 

$600 for the wife of the taxpayer when a joint return is filed. 

$600 for each dependent relative except wife. 

A taxpayer of 65 years of age or more, and his wife if of that age, each 
has an additional exemption of $600. A further exemption of $600. is 
allowed if the taxpayer is blind, and another exemption of $600 if his wife 
is blind. 
27. Who may be claimed as a dependent? 

There is no age or incapability-of-self-support qualification for a de- 
pendent. Anyone qualifying as a dependent must receive more than half 
of his support from the taxpayer, must have a gross income of less than 
$600, and must bear a given relationship to the taxpayer. Thus a father 
may not claim as a dependent a son who receives a gross income of $600, 
though he may if the income of the son is $599. 


28. How are the earnings of a minor child treated? 

The earnings of a minor child are not included in the parent’s income 
but the child must file an income-tax return if he has a gross income of 
$600 or more. Any tax assessed against the child and not paid by him 
becomes an obligation of the parent. (See question 12.) 


29. How is the interest on United States Savings Bonds treated? 

A taxpayer on the cash basis may elect to include the accrued interest 
on “E”, “F” and “J” bonds annually in his return, or to include the total 
in the year the bonds are cashed or redeemed. But if he starts reporting 
the accrued interest annually, he cannot shift to the other method with- 
out permission from the Director of Internal Revenue; he can, however, 
shift the other way at will. A taxpayer on the accrual basis must include 
the accrued interest annually in his return. 

Interest received on “G”, “H” and “K” bonds must be reported an- 
nually. 

30. Is a gift of money or property taxable as income to the beneficiary? 

No, not if it is a true gift; that is, not compensation for services. 


31. Is an inheritance taxable as income, and are the proceeds of a life- 
insurance policy paid on the death of the insured, taxed? 
Neither of these items is subject to income taxation. Only the income 
from the principal amount is taxable. 
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32. What are the deductions on page 3 of form 1040? 


Contributions. To Church, Red Cross, Community Chest, and other 
religious, charitable, or educational organizations. 

Interest. On personal notes, mortgage on the residence or other person- 
al indebtedness. (Interest on short-term business loans or on a mortgage on 
the farm property is deductible on the farm blank.) 

Taxes. On the farm house, State taxes on gasoline for personal use, 
personal share of automobile licenses, and the state personal-income and 
state unincorporated business taxes. (Taxes on farm property are de 
ductible on the farm blank form 1040F.) Special assessments for improve 
ments, such as drainage, paving, and the like, are not deductible. 

Losses. Non-business losses from fire, storm, other casualty, or thelt. 

Medical and Dental Expenses. ‘The net amount of such expenses in 
excess of 5 percent of the income shown in item 4 on page | of form 
1040, and not compensated for by insurance or otherwise, is deductible 
up to a ceiling which, for a married couple, ranges from $2,500 to $5,000, 
depending on the number of their dependents. But if either of a married 
couple is 65 years old or more, the limitation of 5 percent does not apply 
for the couple, and all medical expenses of the couple are deductible. 

How to Take Deduction. ‘The taxpayer should calculate his deductions 
to see whether it is to his advantage to itemize them or to take the 
standard deduction allowed. 


33. Can a net farm operating loss for 1953 be carried back into previous 
years or forward into succeeding years? 


Yes. If not offset by income from other sources, and if substantiated by 
income-tax returns filed in previous years or by other reliable records, 
such losses may be carried back for | year and then any remainder may 
be carried forward for 5 years. 

For example, suppose you had a net farm operating loss in 1953, and 
it was not offset by income from other sources, you may carry the loss 
back into 1952 by filing an amended return and Refund Form 843. Any 
loss that cannot be made use of in this way because of insufficient income 
in 1952 to provide a full offset may be carried forward tor five years, first 
into 1954 and then into 1955, and so forth until 1958. 

In carrying a farm operating loss forward, report the loss on line 5 of 
Schedule C, page 2 of form 1040. 


34. How do farm partnerships report? 


A partnership, as such, does not pay any Federal income tax but must 
file an information return on form 1065, even though the firm had no net 
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income. This form 1065 is simply to show what the income of the partner. 
ship is and how the income is divided between between the partners. 

The net farm profit of the partnership is calculated in the same way 
as that of an individual. Form 1040F may be used for this purpose, and a 
copy of this form should be attached to the partnership form 1065. 

Each individual partner files his own form 1040 on which he enters, 
under Schedule C, page 2, of that form, his share of the partnership net 
farm profit. It is not necessary for the individual partners to file copies of 
either form 1065 or 1040F. 

If the partnership had capital gains or losses, these are shown on form 
1065 and each individual partner files a copy of Schedule D (Form 1040) 
on which he reports his share of them. 

The ordinary landlord-tenant relationship does not constitute a part 
nership. Each party to a landlord-tenant farm contract should, therefore, 
file his return as an individual, reporting only his own share of the farm 
receipts and expenses. 


Payment of Tax, and Miscellaneous Questions 


35. Must all the Federal income tax be paid at the time the report is 
filed? 

Yes. Whether a return of estimated tax for 1953 is filed by January 15, 

or a final return is filed by January 31, the full amount of any tax shown 

to be due must be paid. 


36. How should the sale of a farm be reported? 


The method of calculating and reporting the gain or loss from the sale 
of a farm, including unharvested crops, is highly complicated and may 
affect the income tax of the owner by many dollars. It is, therefore, sug- 
gested that any person who sells a farm should get the assistance of an 
Internal Revenue official or an accountant or lawyer skilled in income- 
tax matters, in making his return. 

Attention is called to the fact that under certain circumstances a tax- 
payer may use a special “Installment Sales’ method in figuring the tax- 
able gain on the sale of a farm. This method may be used when the 
initial down payment does not exceed 30 percent of the sale price of 
the farm. The Installment Sales method gives the taxpayer relief from 
paying Federal income tax on income from the sale of a farm until he 
actually receives the income. 

Attention is also called to the provision in the tax law concerning reliel 
from tax on gains from sale of the taxpayer's residence when he buys 
another residence. Details of this provision are given in the instruction 
pamphlet which accompanies form 1040. 
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37. How should the sale of timber be reported? 


The simplest method, and the one recommended where only a small 
amount of timber is sold, is to enter the receipts as “wood and lumber” 
under Other farm income on page | of form 1040F. Labor and other 
expenses of getting out the timber are then included under farm expenses. 
A reasonable allowance for depletion of the original capital investment 
in the woodlot may also be entered as a farm expense. 

If a farmer sells a large amount of timber, it may be to his advantage 
to use the method of reporting income from timber operations employed 
by commercial lumbermen. This method involves a number of compli- 
cated calculations and its use usually requires the assistance of an Internal 
Revenue official, accountant, or lawyer familiar with it. 


38. How about the hired man’s income tax? 

The law does not require a farmer to withhold the Federal income tax 
from wages paid farm help, but only to report amounts of $600 or more. 
(Forms 1096 and 1099.) It is the hired man’s responsibility to make his 
own return and pay his own tax. 

A hired man with a gross income of $600 is subject to the liability for 
filing a Federal return. The gross income of a hired man includes his cash 
wages plus a fair value for board and lodging or for use of a house, and 
products supplied him, unless he is required solely for the convenience 
of his employer to live or eat on the premises and the living quarters and 
meals are not furnished as compensation. 


39. How do Social Security Taxes affect the farmer’s Federal income 
tax? 

The 114 percent Social Security Tax paid by the farmer on wages of 
hired workers is a farm business expense and should be reported under 
farm expenses on form 1040F as “Social Security Tax on Wages.” 

The 114 percent withheld from the workers is actually a part of their 
wages the farmer used to pay their Social Security Taxes. This 114 per- 
cent should, therefore, he included with the “take-home” pay; and the 
gross amount of the wages should be reported on form 1040F as “Labor 
hired.” (See illustration on page 9.) 


40. How about the Federal income-tax return of the part-time farmer, 
or of the white-collar worker who operates a farm as a business in 
addition to his other occupation, business, or profession? 

To qualify as a “farmer” for Federal income-tax purposes and to be 
allowed to pay your Federal income tax at the end of the year instead of 
on the pay-as-you-go basis, at least two-thirds of your gross income must 
be from farming. 
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Persons who do not qualify as “farmers” but who have income from 
farming may use form 1040F for calulating their income from farming; 
and it is recommended that they do so. 

Net farm-operating losses from farming may not be carried forward or 
backward if offset by income from other sources. For example, a part- 
time farmer or white-collar worker who has a $1,000 loss on his farm 
operations but receives $6,000 as income from salary or non-farm business 
or professional sources cannot carry the $1,000 farm operating loss for- 
ward or backward. (See answer to question 33.) 

There are certain ceilings on the losses from farm operations that may 
be taken by persons who do not qualify as “farmers.” Also a continued 
series of annual losses on a farm business is considered as evidence that 
it is being operated as a “pleasure” farm rather than as a business; and 
losses sustained on “pleasure” farms are not deductible. 


41. Where can a farmer get help in making out his Federal income-tax 
return? 

Local representatives of the Director of Internal Revenue are available 
to assist taxpayers, insofar as their services can be given the large number 
of persons who file returns. County agricultural agents, while not in 
position actually to make out returns for farmers, conduct schools or con- 
ferences for groups of farmers at which they show farmers how to make 
out their returns. 

Many farmers prefer to use the services of lawyers, accountants, and 
others who make out returns on a fee basis. There are many competent 
and reliable persons who make out returns for farmers on a reasonable 
fee basis. Experience indicates, however, that some farmers pay larger 
taxes than necessary or have their returns questioned by the Internal 
Revenue simply because they fail to supply the persons making out their 
returns with complete information concerning their receipts and expenses. 


42. What recourse have you if your return is questioned? 

If your return is questioned and, at a conference with an Internal 
Revenue Agent, payment of additional tax is required, you have two 
choices. You may either: (1) sign a waiver and pay the tax; or (2) ask, 
within 10 days, for an informal conference to discuss your case with a 
conferee. If you are not satisfied with the explanation furnished by the 
conferee, you should not sign a waiver and you will receive a “30-day 
letter.” 

The receipt of a 30-day letter gives you 30 days from the date of the 
letter in which to decide whether the additional tax is owed and an 
opportunity to make one of three choices: You may either: (1) file a 
protest under oath with the Director and request that your case be trans- 
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ferred to the Appellate Division of the District; or (2) by request, or by 
failing to respond during the 30-day period, obtain the issuance of the 
statutory notice from which an appeal may be taken to the Tax Court of 
the United States; or (3) sign the waiver form enclosed with the 30-day 
letter. 


The New York State Income Tax’ 


LrHouGH modeled on the Federal statute, the New York State income- 
A tax requirements differ in four important respects from those of 
the Federal: (1) The personal exemptions for the State tax are much 
higher. (2) The rate of tax is lower and the increases in rate for different 
sized incomes stop earlier. (3) Gains from the sale of livestock are fully 
included. (4) Capital gains and losses are treated differently. 


43. Who makes a State return? 
A single person whose combined net income and capital gain are $1,000 


or more. 
A married person whose combined net income and capital gain are 
$2,500 or more. 
Any person with a combined gross income and capital gain of $5,000 


or more. 


44. What forms does a farmer use in making his State return? 

Every farmer must file a copy of State form 201, which is comparable 
to Federal form 1040. Every farmer must report also his farm business by 
filing either State form 207 (if reporting on cash basis) or Schedule A of 
State form 201 (if reporting on an accrual basis); or he may substitute 
a copy of the Federal form 1040F for either of the State farm schedules 
(schedule A of 201 or form 207). 


45. How does the net income of a farm business for income taxation 
under the New York law differ from the net farm profit under the 
Federal law? 

There is one important difference. The State allows no sales of livestock 
to be treated as sales of capital assets. In the State return, all gains from 
sales of livestock must be treated as ordinary farm income. 


46. What are the State personal exemption and credit for dependents? 


$2,500 exemption for a married couple. 

$1,000 exemption for a single person or estate. 

$400 credit for each dependent, including dependents more than 18 
years of age attending an accredited school or college. 

2Inasmuch as the regular session of the New York State Legislature begins in January, changes in 


the income or unincorporated business tax laws, including changes in the amount of taxes due, may be 
made before returns are due on April 15, 1954. 
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47. May the income be split between husband and wife, as in the Federal 
tax? 

No. 

48. Does the State permit a deduction for medical expenses? 

Yes. The excess of such expenditures over 5 percent of net income as 
computed without benefit of this provision may be deducted. Maximum 
deduction allowed a husband and wife filing a joint return or a head of 
a family may not exceed $1,500 and in the case of all other individuals, 
$750. 

49. May life-insurance premiums be deducted? 

Such premiums, if paid for policies on the life of the taxpayer, may be 
deducted up to $150. If a joint return is filed, a like deduction may be 
taken on premiums paid on the life of the wife. 

50. How do Social Security taxes affect the farmer’s State income tax? 

The same as they do his Federal income tax. (See answer to question 39.) 
51. When is the State return due? 

Three and one-half months after the close of the year for which the 
return is made; April 15, if the report is for the calendar year. 

52. When must the tax be paid? 

Ordinarily one fourth by the time the return is due and remaining 
installments by the 15th of the 7th, 11th, and Ith months after the close 
of the year for which the return is made. 

53. Where may the report forms be obtained? 

From the State Department of Taxation and Finance at Albany, a 
district office, or from local banks. 
54. How do partnerships report? 

Partnerships submit an information return. The income reported there- 
in (form 204) serves as a basis for the individual returns of the partners. 
The same form, however, is also used for the unincorporated business tax 
for which a partnership may be liable. (See question 55.) 


The New York State Unincorporated Business Tax 


55. What is the New York State uincorporated business tax? 


A tax, in addition to that on personal income, levied on the net income 


of unincorporated business, including farm enterprises. 

The requirement for filing the unincorporated business tax is (1) a 
gross income (sales less cost of goods sold) of more than $10,000 or (2) a 
net income (before allowance for proprietor’s services is deducted) of 
$5,000. 
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Check Sheet for 


Purchased feeds 
Dairy feed 
Poultry feed 
Pig feed 
Calf Starter 


Hay 
Ensilage . 


Feed grinding and mixing .. 


Farm wages ... 


Cash board of hired labor .. 


Piece work 
Pasture rent 
Storage 
Hired packing 
Liners and caps 
Farm-building repairs 
Shingles 
Roofing 
Lumber 
Window sash 
Hinges 
Paint 
Lumber sawing 
Posts 
Nails .. 
Wire ... 
Tile drains . 
Water-system repairs 
Electrical supplies .. . 
Commissions 
Trucking 
Freight ... 


Maple-sirup supplies . 


Machinery repairs 
Plow points 
Drag shoes 
Canvasses 
Slats 
Bolts 
Welding . 
Blacksmithing 
Castings ... 

Bedding .. 

Baby chicks . 


Farm Expenses 


Custom hatching 
Brooder fuel 
‘Truck expenses 
Gas, oil, and grease 
License 
Spark plugs ... 
Insurance 


Repairs 

Battery 

Chains 

Anti-freeze 
Machine hire 

Threshing ... 

Combining 

Silo filling 

Baling 

Field chopping 
Gas and oil for farm use . 


Automobile costs (farm share) 


Electricity (farm share) 

Telephone (farm share) 

Livestock expenses 
Veterinary fees 
Medicines 


Disinfectants 

Fly spray ... 

Clipping 

Cow-testing dues 
Registrations, transfers 


Breed-association dues .... 


Breeding fees 


Artificial insemination .... 


Bee supplies 
Sheep shearing 
Fgg cases 

Cash rent .. 
Water rent 
Strainer pads . 
Rubber hose 
Inflations 
Dilators 

Sirup pails 
Sap spouts 


(Concluded on page 32) 
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Check Sheet for Farm Expenses (concluded) 


Crop expenses 

Seeds Washing powder 
Plants 
Trees Small hand tools 


Fertilizer except Hardware 


] except 
garden 


Lime Farm papers 
Spray materials Stamps and stationery 
Seed treatments Grange dues 
‘Twine Marketing-association dues .. 
Crates and baskets Farm real-estate taxes 
Bags and barrels ......... ‘Travel on business 
Milk pails . Interest on farm-business 
Milk cans ...... debts 
Can rental . 
Milk hauling . , (except on dwelling) 
Crop insurance 
Brushes oe Compensation insurance 


Published by the New York State College of Agriculture at 
Cornell University, Ithaca, New York. L. R. Simons, Director of 
Extension. Published and distributed in furtherance of the purposes 
provided for in the Acts of Congress of May 8 and June 30, 1914. 
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